COUNCILMEMBER DONNA FRYE

City of San Diego
Sixth District
MEMORANDUM
DATE: October 4, 2007
TO: Honorable Mayor Jerry Sanders

Jay Goldstone, CFO/COO0O

FROM.: Counciimember Donna Frye

b

SUBJECT: Preservation of Benefit Plan

An April 16, 2007 Cheiron Report (see attached page 6) regarding the City of San Diego’s
pension debt stated that there was a $22.8 million reduction in the unfunded pension lability
due to the “Proper treatment of IRS benefit limitations.” This resulted in the $22.8 million
pension liability becoming a direct obligation of the City.

The 2007/2008 budgeted included approximately $500,000 in the Citywide fund to pay a
portion of the $22.8 miilion liability.

On August 14, 2007 Cheiron issued an updated analysis (see attached) for purchase of service
credits. In that analysis, Cheiron estimated that the net actuarial deficiency between the
additional value of benefits is approximately $146 million. Of that, approximately $20
million “...is not part of SDCERS " unfunded actuarial labilities...” Instead, the $20 million
ULrepresents henefits in excess of IRS limitations (Section 415) and is a direct obligation of
the Ciiy. "

Is the 320 million (shown 1n the August 14, 2007, Chetron report) part of the existing $22.8
million City liability (shown in the April 16, 2007 Cheiron report} or is the $20 million in
addition to the $22.8 million?

Thank you for your prompt response.

CC: Honorable City Council
City Attorney, Michael Aguirre
Independent Budget Analyst, Andrea Tevhin
Stanley Keller, Independent Monitor
SDCERS Boardmembers
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Why the C:E:ng Actuarial Liability Decreased

($ in millions)

1) Investment performance.............................$ 158.9
2) Asset smoothing method................................ 183.8
3) Contributions greater than expected............... 105.6
4) Liabilities growing less than expected.............. 46.3
5) Proper treatment of disability benefits............... 9.9
6) Proper treatment of IRS benefit limitations.... .. 22.8
7) Addition of “contingent” liabilities................. (112.7°
8) Expected growthinthe UAL......................... (21.4
Total decrease in UAL .............. ..ol $ 393.2
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August 14, 2607

Mr. David Wescoe

Retirement Administrator

San Diego City Employees' Retirement System
401 West A Street, Suite 400

San Diego, CA 92101

Dear David:

When we appeared before the Board in July, we were asked to update our previous
analysis of the experience of the purchase service credit (PSC) program since inception to
include all categories of participants {e.g., actives, terminated vested) and those in pay-
status (e.g., retirees, beneficiaries and disabilities). This letter presents the results of our
update and additional conclusions based on this update.

Exhibit A {attached) provides a summary of our analysis.
Our key findings are as follows:

» Chetron estimates that the net actuarial deficiency between the additional value of
benefits due to the additional service credits and the accumulated amounts paid by
all active participants, retirees (including active DROPS), and term vested for
such additional credits, as of the June 30. 2006 actuarial valuation, is

approximately $146 million.

As requested. this amount is comprised of the following categories:

a. Pre-2000 $ 20 million
b, 7/1/2000-6/30/2002 $ 63 million
c. 7/1/2002-8/15/2003 $ 29 million
d. &/16/2003-10/31/2003 % 34 million
e. 11/01/2003-6/30/2006 S O miHion

Total 146 million

o Our analysis is consistent with Navigant Consulting’s January 2006 estimate of
“more than $100 million.” which was based on the June 30, 2004 actuarial
valuation.

« As we have previously reported to the Board, the current rates being charged
today “make the systemn whole,” As a result. we continue to recommend that
SDCERS make no change to the current rate structure until we complete our
experience study in the summer of 2008, At that time, we will likely recommend
changes to the current pricing methodology and review process.
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Mr. David Wescoe
August 14, 2007
Page 2

« Approximately $20 million of the $140 million liabilities is not part of SDCERS’
unfunded actuarial liabilities (UAL) as of June 30, 2006. This amount represents
benefits in excess of IRS limitations (Section 415) and is a direct obligation of the
City. Until the on-going work in connection the [RS VCP program is finished, we
will not know the final number for this item.

¢ Amounts reflected in the City’s June 30, 2006 UAL are included in the City
Annual Required Contribution payment. There would be no impact on SDCERS’
financial condition, current or projected, if responsibitity for funding this~
deficiency was transferred from the plan sponsors to others (e.g. current or former
members).

«  With respect to the UPD and Airport Authority, we presented to the board an
analysis in July which showed an additional net PSC iiability of $3.7 million
attributable to active members as of June 30, 2006.

Finally. our analysis is based June 30, 2006 actual data and reflects accumulative
experience gains and losses (people living longer, retiring different than assumed, salary
increases, etc.) that could not be anticipated at the time any member actually purchased-
service.

Please let me know if you have any guestions,

Sincerely,
Cheiron
e ‘- {/
L
A
\\

Gene Kalwarski, FSA
Consulting Actuary

Attachment
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Exhibit A

CITY of San Diego Porchase Service Credit Analysis
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